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ENERGYNORTH NATURAL Gas, I NC. D/ B/ A
KEYSPAN ENERGY DELI VERY NEW ENGLAND

W nter 2001/2002 Fixed Price Option Program
Order NLSI Approving Fixed Price Option Program

ORDER NO 23,774

Sept enber 7, 2001

On August 24, 2001, KeySpan Energy Delivery New
Engl and (KeySpan) filed with the New Hanpshire Public
Uilities Comm ssion (Comm ssion) a Fixed Price Option (FPO
Program for the wi nter period, Novenmber 1, 2001 through April
30, 2002. The petition was acconpani ed by the prefiled
testimony of A Leo Silvestrini, Director of Rates and
Regul atory Affairs. The proposed FPO Programis a nodified
version of the Guaranteed Price Protection Program ( GPPP)
of fered by KeySpan over the last three years, originally
approved by the Conm ssion by Order No. 22,953 (June 8, 1998)
as the Natural Gas Stability Program and nodified by
Comm ssi on Order No. 23,272 (August 2, 1999). The proposed
FPO Program was devel oped based on a review and anal ysis of
the results of the GPPP and discussions with Conm ssion Staff
(Staff) as to how to inprove upon the GPPP.

On Septenber 5, 2001, Staff filed a neno, with

attached data responses from KeySpan, that clarified and
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nodi fied various attributes of the FPO Program

The FPO Program allows firm sal es custonmers the
option of paying a fixed rate for the cost of gas conponent of
the total gas service rates during the winter nonths. The
pur pose of the FPO Programis to offer customers an option
t hat woul d provi de protection against price fluctuations in
the winter period. KeySpan has fixed the price of gas
supplies used for the FPO Program for the upcom ng w nter.

Under the proposed FPO Program KeySpan will make
avai lable fifty percent (50% of its average wi nter therm
sales. The proposed FPO Programincreases the eligible
guantities in an attenpt to satisfy expected denmand, based on
| ast winter’'s over-subscription of the 20%limt set in the
GPPP.

When the FPO rate was first calculated in 1998, the
rate included a one-tinme credit for the prior winter period
over-collection. Not only did this adjustnment allow for the
FPO and COG rates to start out on an equal footing, it also
served to return to all custonmers nonies over-collected during
the prior winter period regardless as to whether they
participated in the new FPO Program or not. |In subsequent
years, because participation was capped at 20% the FPO rate

did not include a charge or credit for prior period under or
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over-collections. Due to the expansion of the programto 50%
KeySpan wi Il allocate 37.5% of the 2000/2001 wi nter period
under-collection in its calculation of the 2001/2002 FPO rate.
This ensures that the under-collection associated with those
custoners shifting fromthe COG rate to the FPO rate is
properly recovered from m grating custoners and that those
remai ni ng COG custoners do not subsidize new FPO participants.

KeySpan proposes to calculate three FPO rates
applicable to residential, comercial and industrial (C& ) |ow
wi nter use, and C& high wi nter use custonmers. KeySpan's COG
rates to these three groups reflect differing allocations of
pi peli ne, storage and peaki ng supplies and associ ated costs
resulting from KeySpan's nost recent rate redesign case. The
sane allocations used to devel op COG rates would be used to
devel op FPO r at es.

The FPO rate will include the actual known (i.e.,
May t hrough July) margins for non-firm energency, capacity
rel ease and non-retained transportation related margi ns; and
exclude the estimated future margins (i.e. August through
April). Future margins, when realized, will be credited to
COG custoners only.

Anot her nodification to the GPPP included in the FPO

is the calculation of the FPO rate. For the GPPP, the rate
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was cal cul ated based on the cost of supplies for the eligible
amounts divided by the projected thermsales, and resulted in
a GPPP rate alnost identical to the proposed COG rate for | ast
winter. G ven that nost of the supplies required for this

wi nter’s FPO Program have been | ocked-in and that the
purchases for the COG customers will not start until the
commencenent of the winter 2001/ 2002 period, there is a
concern that there could be a considerable variance between
the rates calculated for the FPO and COG due to fluctuations
in the market price for natural gas during the interim period.
To address this concern, the FPO rate would be ‘pegged to the
proposed COG rate. |If the initial calculation of the FPO rate
yields a rate that is equal to or |ess than the proposed COG
rate, a premiumw ||l be added to the FPO rate. This prem um
will be no less than 5 percent of the proposed COG rate, or

t he amount necessary to bring the FPO rate equal to 95 percent
of the COG rate, whichever is greater. Addition of this
prem um woul d, therefore, yield a FPOrate that will be

bet ween 95 and 105 percent of the proposed COG If the
initial calculation of the FPOyields a rate that is equal to
or greater than 105 percent of the proposed COG rate, no
adjustnment in the FPOrate will be nade.

Eligible quantities will be allocated anong two
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pools of custonmers (residential and C& ) based on their pro-
rata wi nter 2000/2001 cost of gas period therm sal es.
Custoners will be allowed to enroll on a first-cone,
first-served basis and if one of the custoner pools is
under - subscri bed, the unsubscribed volumes will be nmade
avai l able to the other pool.

Two ot her noteworthy nodifications appearing in the
FPO i nclude: 1) authorizing KeySpan to fix prices for the FPO
Program by entering into financially-settled fixed prices or
entering into futures contracts in addition to |ocking into a
price, or series of prices, with one or nore of its suppliers
by exchangi ng futures for physicals and 2) redefining the
approval process to reflect KeySpan's corporate structure
versus the prior ENG structure, thus revising the approval
panel to consist of the vice president of energy supply, the
seni or vice president of finance operations and regul atory
affairs, and the senior vice president of sales and marketing
for KeySpan.

We have reviewed the filing and find that KeySpan's
Fi xed Price Option Program as nmodified fromthe GPPP, is
consistent with the public good.

KeySpan’s current COG service is designed to adjust

the COG rate on a nonthly basis, to reflect market prices nore
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accurately than a less regularly adjusted rate would, and has
resulted in frequent COG rate changes. The FPO Program offers
an alternative to custoners who do not want to be subject to
the volatility of market prices and fluctuating rates over the
wi nter period and is consistent with Conm ssion Order No.
23,580 (October 31, 2000), approving the 2000/ 2001 wi nter COG,

whi ch st ates:

...given the uni que nmarket experience of this

year, a review of ENG’'s deci si on-maki ng

regarding its hedging and fixed price program

and practices is in order. Therefore, we

direct ENG to review those policies for

possi bl e nodi fications or alternatives that

mght help stabilize rates in the future and to

di scuss those policies with Staff and the CCA

no later than February 28, 200[1].
KeySpan’s FPO Programis simlar to fixed price prograns
offered in the conpetitive market by oil and propane deal ers,
as well as natural gas marketers and the other gas utilities
operating in New Hanpshire, that ensure a set price for the
W nter period to custoners who desire price certainty.

Enrollment in the FPOw Il comrence when KeySpan
files for its winter COG rate, enabling custonmers to better
eval uate the risks associated with their purchasing options.
The proposed prem uns applied to the FPO rate should result in

FPO and COG rates that are closely linked and, therefore,

custonmer participation will be determ ned by risk aversion
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rather than price differentials. The availability of two
pricing options will allow custonmers to decide the |evel of
price risk they wish to tolerate while providing better price
signals to the marketpl ace.

Variances in the revenues and costs associated with
the FPO Program are |ikely, as usage and supply m x are based
on normalized weather. Any resulting over or under-collection
shoul d not be significant and should be partially offset by a
prem um and/ or margins or credits earned beyond those known at
the time of the FPO rate calculation. Unless there is a
preci pitous drop in the natural gas futures prices prior to
KeySpan cal culating its proposed COG rate for this winter, the
FPO and COG rates should be within a few pennies of one
another. The nost |ikely scenario would have FPO customers
paying a slight premumfor price certainty and to help insure
agai nst an under-collection that could occur if KeySpan were
forced to buy additional natural gas supplies at higher market
prices to serve those customers during col der than nornal
weat her.

We agree that the FPO Program should be limted and
that fifty percent (50% of the normal winter period therm
sales is a reasonable ambunt to be offered for the com ng

w nter based on participation |evels experienced for |ast
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wi nter’'s GPPP. KeySpan had capped participation at 20% and
its GPPP was significantly over-subscribed for the 2000/ 2001
wi nter period. |If the FPO is under-subscribed, the supplies
purchased for the FPO will be deenmed to be additional vol unes
hedged for the COG custoners.

We al so approve of KeySpan’'s hedgi ng strategy that
attenpts to fix a portion of the total winter volunmes during
each nmonth of the summer period. The stated policy reflects a
“dol | ar-cost averagi ng” strategy consistent with that approved
for Northern. This sort of “dollar-cost averagi ng” strategy,
in which a fixed dollar anpunt is invested on a regul ar basis,
has been used to | ower the average cost when prices fluctuate.

In a market where prices have traditionally risen
during the winter, both FPO and COG custoners should |ikely
benefit as FPO participants pay a fixed price for the gas
conponent of their bill based on gas supplies | ocked-in during
t he summer and COG custoners benefit from any prem uns paid by
FPO custoners, in addition to credits or margi ns that would
ot herwi se be shared by all customers but are allocated to COG
custoners only.

As with the GPPP, the proposed FPO Program shoul d be
closely nonitored and the results reviewed and eval uated to

serve as a basis for continuing and inmproving the FPO Program
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goi ng forward.

Based upon the foregoing, it is hereby

ORDERED NI SI, that the proposed Fixed Price Option
Programis hereby APPROVED until such tinme that KeySpan or the
Comm ssi on determ ne that the FPO Programis no | onger

appropriate or requires nodification; and it is

FURTHER ORDERED, that KeySpan shall cause a copy of
this Order Nisi to be published once in a statew de newspaper
of general circulation or of circulation in those portions of
the state where operations are conducted, such publication to
be no | ater than Septenber 14, 2001 and to be docunented by
affidavit filed with this office on or before Septenber 24,
2001; and it is

FURTHER ORDERED, that all persons interested in
responding to this petition be notified that they nmay submt
their comments or file a witten request for a hearing on this
matter before the Comm ssion no |ater than Septenber 20, 2001;
and it is

FURTHER ORDERED, that any party interested in
respondi ng to such coments or request for hearing shall do so
no |l ater than Septenber 24, 2001; and it is

FURTHER ORDERED, that this Order Nisi shall be
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effective Septenmber 28, 2001, unless the Comm ssion provides
ot herwi se in a supplenental order issued prior to the
effective date; and it is
FURTHER ORDERED, that KeySpan shall file a
conpliance tariff with the Conm ssion on or before October 15,

2001, in accordance with N.H Adm n. Rules, Puc 1603.02(b).
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By order of the Public Utilities Conm ssion of New

Hanpshire this seventh day of Septenber, 2001.

Susan S. Ceiger Nancy Brockway
Comm ssi oner Comm ssi oner

Attested by:

Thomas B. CGetz
Executive Director and Secretary



